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INTRODUCTION
Traditional accounting systems do not fully reflect the success of a company. Each company's unique knowledge, skills, values, and solutions can be transformed into value in the market, which may in turn affect the competitive advantage, and increase the productivity and market value (Pulic, 2002a) . These intangible assets define intellectual capital (Yalama and Coskun, 2007) . Intellectual capital is an 'intellectual material, knowledge, information, intellectual property, and experience that can be put to create wealth' (Stewart, 1997) .
Several successful companies realize the importance of investing in intellectual capital for their business, to create high value products and services (Chang, 2007) from the company's physical assets (Wang, 2006) . However, establishing an evaluation system, which also focuses on value creation and not only on cost, is a challenge for many companies (Pulic, 2000) . Several methods have been developed to measure intellectual capital, such as, market capitalization approach, direct intellectual capital measurement approach, scorecard approach, economic-value added approach, and VAIC TM (Chan, 2009a) . In this study, the authors have used VAIC TM , developed by Pulic in 1998, to calculate the intellectual capital performance of private banks in Turkey. This method provides a standardized and consistent measure that can be used to compare banks (Shiu, 2006) .
INTELLECTUAL CAPITAL IN BANKING SECTOR
Financial sources are essential for all sectors in a country's economy, so banking sector is indispensable for a sustainable economical growth. In order to keep up in today's competitive banking sector, banks need to offer more value added and more diversified services (Goh, 2005) . As the service quality of banks highly depends on intellectual capital, banking sector provides a great research opportunity for intellectual capital studies. In addition to that, regularly declared financial reports of banks supply reliable data for these studies. (Goh, 2005; Kamath, 2007) . There is a growing body of research, which uses VAIC TM as a performance measure for the comparison of companies and as a predictor for company performance (Chan, 2009a; Chan, 2009b; Ghosh and Mondal, 2009; Kamath, 2008; Kamath, 2007; Appuhami, 2007; Tan et al., 2007; Ozturk and Demirgunes, 2007; Shiu, 2006; Yalama and Coskun, 2007; Goh, 2005; Chen et al., 2005; Mavridis, 2004; Firer and Williams, 2003) .
However, only a small part of the studies have analyzed the intellectual capital performance of the banking sector. Pulic has assessed intellectual capital performance of Austrian banks (1997) in a period of 1993 -1995 and Croatian banks (2002b , and has compared domestic and foreign banks in terms of intellectual capital performances. Kamath (2007) has analyzed the intellectual and physical capital performance of the Indian banking sector by using VAIC TM for the fiveyear period, and has then discussed the impact of intellectual and physical capital performance on value-based performance. Yalama and Coskun (2007) 
METODOLOGY
In this study VAIC TM was used to calculate the intellectual capital performances of the private banks in Turkey.
VAIC TM measures the 'efficiency of physical capital and intellectual potential' (Pulic, 1998) , and indicates 'corporate value creation efficiency of tangible and intangible assets within a company during operations' (Pulic 2000; Tan et al., 2007) . Ease of data acquisition and conducting data analysis on other data sources are some of the advantages of the Pulic's method. Data needed to derive the components of VAIC TM are standard financial numbers derived from audited financial reports of companies (Tan et al., 2007) . The Pulic's method suggests that human capital efficiency (HCE), structural capital efficiency (SCE), and capital employed efficiency (CEE) are the components of VAIC TM . Therefore, VAIC TM is calculated by the sum of these components and defined as (1):
where, VAIC TM = the sum of value added for the company i, HCE i = human capital efficiency of the company i, SCE i = structural capital efficiency of the company i , CEE i = capital employed efficiency of the company i.
To calculate these components, first on has to find out 'how competent a company is to create Value Added (VA)'. The aim is to 'create as much value added as possible with a given amount of financial and intellectual capital' (Pulic, 2000) . The calculation of VA i (the sum of value added for company i) is defined as follows (Yalama and Coskun, 2007) (2):
Where, I i = interest expenses for company i, DP i = depreciation expenses for company i, D i = dividends for company i, T i = corporate taxes for company i, M i = equity of minority shareholders in net income of subsidiaries for company i, R i = profits retained for company i, WS i = the sum of wages and salaries for company i. In this formula, employees are not taken as costs, but taken as an investment for companies (Pulic, 2002a) .
CEE is the ratio of total VA divided by the total amount of capital employed (CE). CEE is defined as (3):
where, CEE i = capital employed efficiency of the company i, VA i = the sum of value added for the company i, CE i = book value of net assets for the firm i. HCE is the ratio of total VA divided by the total salary and wages spent by the firm on its employees. HCE shows how much VA created by a unit of money is spent on employees (Tan et al., 2007) . HCE is defined as (4):
where, HCE i = human capital efficiency of the company i, VA i = the sum of value added for the company i, HC i = total salary and wage expenditure of the company i. SCE is the ratio of structural capital (SC) divided by total VA. The structural capital includes proprietary software systems, distribution networks, supply chains, brand, organization management process, and customer loyalty (Tan et al., 2008; Goh, 2005) . The structural capital is the difference between a company's total value added and its human capital. The calculation of SC i and SCE i can be defined as follows (5-6):
where, SC i = structural capital of the company i, HC i = the total salary and wage expenditure of the company i, SCE i = structural capital efficiency of the company i, VA i = the sum of value added for company i. The abbreviations for the formulas can be seen in Table 1 . 
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